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GERMAN BANKS AND STOCK EXCHANGE 
SPECULATION ' 

CARL PARKER 
University of Pennsylvania 

I 

GERMAN STOCK EXCHANGE REGULATIONS 

DIRECT governmental regulation of industry is carried 
much further in France and Germany than in England 
and the United States, the two latter countries preferring 
a lighter touch of the legal hand and a correspondingly wider 
activity of intelligent and aggressive public opinion. The regu- 
lation of the commercial exchanges is no exception to this rule. 
The French and German government authorities make many 
minute regulations which in England and the United States are 
made by the exchanges themselves. Government regulation is 
likely to produce harmful radical legislation which must be 
modified later, while private control is quite as likely to result 
in the tardy recognition of valuable reforms. It is a question 
of whether it is better to go too fast or too slow. 

The difficulty an American finds in understanding German 
regulation arises from the fact that so many distinct official 
bodies are authorized to exercise supervision over the ex- 
changes. First, the imperial government, consisting of the 
Reichstag, the Bundesrat, and the imperial chancellor, enacts 
the general exchange law. Under this law the state govern- 
ments exercise supervision over the exchanges, notifying offices, 
clearing banks, clearing associations and similar institutions 
connected with the exchanges. This supervision may be en- 
trusted to commercial organizations (the chambers of com- 
merce and commercial corporations). The states are repre- 

' Based largely on the publications of the National Monetary Commission relative 
to the German banking system. (Senate docs. 407, 408, 507, 508 and 574,61st 
Cong., 2d sess.) 
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sented on the exchanges by commissioners, who control, in 
accordance with detailed instructions given to them by their 
governments, the transactions on the exchange, and enforce the 
laws concerning them. They are also required to report all 
abuses on the exchange and to suggest preventive measures. 

An expert exchange committee of the Bundesrat is formed 
with the purpose of reporting upon matters within the jurisdic- 
tion of that body. This committee is authorized to tender its 
motions to the imperial chancellor and to consult with experts. 
It consists of not less than 30 members, elected by the Bundes- 
rat for a period of 5 years, one-half of them upon nomination by 
the exchange, the other half being chosen with special relation 
to the needs of agriculture and industry. The Bundesrat issues 
regulations for the purpose of securing uniformity in the fixing 
of prices of merchandise and securities and determines the 
minimum amount of stock, as well as the minimum amount of 
the face value of each share necessary for the listing of the 
shares on the particular exchange. It also defines the duties to 
be discharged by the board of admission, aud makes provisions 
concerning the requirements for the listing of securities on the 
exchanges. 

Under the provisions of the imperial law, the government of 
Prussia entrusted the right of direct supervision over the Ber- 
lin exchange to the Berlin Chamber of Commerce. That body 
therefore in 1908 drew up a body of regulations for the Ber- 
lin exchange, which were approved by the Prussian minister of 
commerce and manufacture, and became binding on the mem- 
bers of the exchange. By virtue of a former national act, the 
Prussian state in 1908 had ordained some thirty-eight provisions 
concerning brokers on the Berlin exchange, and by authority of 
a still earlier national act the Bundesrat in 1896 announced 
fifteen rules for the listing of securities on exchanges. Thus 
the broker on the Berlin stock and produce exchange must 
obey the regulations made for all exchanges by the federal 
government, then the general and particular regulations made 
by the Bundesrat, then the regulations of his own state govern- 
ment, and finally the provisions of the Berlin Chamber of 
Commerce. 
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The national act of 1908 provides that the listing of securi- 
ties on each exchange shall be by an admission committee, at 
least one-half of whom must be persons not dealing profession- 
ally in securities on the exchange. If an application for listing 
is rejected by a board of admission for other than local reasons, 
the securities cannot be listed upon another exchange without 
the consent of the board which refused their listing. In case 
of securities open to public subscription, no official fixing of the 
price may be declared before the closing of the subscription, 
and no negotiations may be made on the exchange. Neither 
may the prices be quoted by the brokers or published in any 
other way. 

The right of future dealings in securities may be granted only 
when the aggregate nominal value of the securities reaches a 
minimum of about $4,000,000 (20,000,000 marks). Future 
dealings in shares of a domestic industrial enterprise may be 
transacted on the exchange only with the consent of the com- 
pany. They are binding only if both contracting parties are 
" merchants " who are entered in the commercial register or 
whose registration is not required, or if both parties are reg- 
istered associations. This does not include small traders. 
" Merchants " are persons engaged in the banking business or 
in future dealings on the exchange, as well as those who hold 
the permanent right of admission to the exchange and those 
who have neither domicile nor business establishment within the 
country. Future contracts for farm products are valid only 
when made by producers or by merchants or registered associ- 
ations trading in farm products. 

The Berlin Chamber of Commerce provides for the adminis- 
tration of the exchange by a board of 36 directors, 9 of whom 
must be elected by the Chamber of Commerce from among its 
members, and 27 by the members of the exchange from among 
their own numbers, 15 from the stock-exchange department, 
and 12 from the produce-exchange department. In addition, 
on nomination of the board of agriculture, 5 representatives of 
agriculture and allied industries are elected, who participate in 
meetings of the board of directors dealing with matters concern- 
ing the agricultural trade. This board of exchange directors 
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has supervision over the exchange, subject to the regulations of 
the several superior powers. 

The most minute restrictions upon the Berlin broker are those 
made by the Prussian state government. Brokers are appointed 
by the lord lieutenant of the province of Brandenburg and the 
city of Berlin, upon whose order the state commissioner at the 
Berlin exchange administers an oath binding the broker to dis- 
charge faithfully the duties incumbent upon him. 

After being sworn in, the broker receives a certificate of 
appointment issued by the lord lieutenant. Each broker is 
required, except under special circumstances, to recommend a 
deputy to represent him during leave of absence, or in the 
event of his being hindered by illness from attending to his 
duties. He must attend and sit through all the exchange meet- 
ings unless granted leave of absence. He may act as business 
agent only for those exchange visitors who are in possession of 
a card entitling them to conclude transactions upon the ex- 
change. He must enter daily in his daybook and over his 
signature all transactions which he has concluded for his own 
account, as well as the guarantee assumed by him in connection 
with transactions concluded through his agency. 

The regulations of the clearing-house association and the 
clearing bank are similar to most clearing-house requirements. 
In order to realize the purpose of the association, each member 
is required, even when he has no balance of securities to de- 
liver or receive, to present to the office an account of his trans- 
actions in securities concluded during the last month with 
members of the exchange. Any member who fails to submit 
his balance sheets at the fixed time, even when he has no 
securities to deliver or receive, is subject to a fine of not over 
300 marks for each sheet which is missing, or has not been 
submitted in due time. 

II 

RELATION OF BANKS TO SPECULATION 

German legislation made no sweeping reorganization of the 
exchange. Many of the old customs were used as a basis for 
the new laws, and most of the essential features of the former 
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organization were retained. Many important restrictions of 
old practises were made, however, and the close supervision 
exercised at present has greatly cut down the freedom of action 
of past days. Formerly, any one was admitted on payment of 
a small fee, to trade on the exchange for his own account or as 
a broker. Now the persons having this right are specified by 
law. As in former days, there is no limit to the number of 
members. 

The banks are the most important members of the exchange 
in Germany. They pay a small annual tax, and are members 
by virtue of being banks. The Deutsche Bank, for instance, 
has 50 members on the stock exchange, the Dresdner Bank has 
from 20 to 30. There are no brokerage houses as in New 
York. Persons desiring to buy stocks or bonds go to their 
banker for information and purchase or sell securities through 
him upon such terms as may be agreed. These terms range 
from no margin at all, where the customer is known to be good 
for a certain amount, even when he desires to purchase for 
speculation, to 50 ^ or more margin in other cases, depending 
upon the man and the security. Usually a margin of from 
20 ^ to 40^ is required. 

In the majority of cases, there is only one quotation per day. 
This applies to all bonds and most mining and industrial shares. 
At a certain hour speculators go to the official broker, who de- 
termines the price of securities for the day, and they are 
settled for on the basis of that price. 

The banks of Germany are the great promoters of all kinds 
of enterprises, and take great pride in the success of operations 
which they undertake. Consequently, having gained the confi- 
dence of investors to a high degree, the German banks are in 
an unequaled position to develop and launch big corporate 
enterprises. They commonly use, for the development of 
enterprises, the deposits of those to whom the shares are after- 
wards sold, and vote thousands of proxies entrusted to them by 
their shareholder-depositors. They have also the custody of 
the securities, the Dresdner Bank in 1909 having $400,000,000 
worth in its vaults. 

The banks thus have both the oversight of many enterprises, 

2 9 



454 '"^■^ REFORM OF THE CURRENCY 

keeping in many cases a representative on the board of direc- 
tors, and the necessary connection with the stock exchange, so 
that they are exceedingly strong in the financial councils of 
Germany. 

The general banks of Germany may be divided into three 
classes, the note-issuing banks, the joint-stock or credit banks 
and the Reichsbank. Of these the second and third are of 
overwhelming importance. There are 421 credit banks, of 
which eight large Berlin banks control a capital of some 
$2,000,000,000, or about 74 ^ of the entire capital controlled 
by the whole number.' The Reichsbank has a capital and sur- 
plus of about $58,000,000 and on account of its position, has 
an influence far exceeding that based on its money power alone. 
It is these two factors that control largely the speculative 
world in Germany. 

The Reichsbank may make loans on collateral of the following 
character : 

1. Gold and silver — up to their full value. 

2. Government and municipal issues; shares, debentures 
and bonds of railroads of nearly every kind within the empire 
— up to i of their market value. 

3. Securities of foreign governments, also railroad securities 
in foreign countries when guaranteed by their respective gov- 
ernments — up to i of their market value. 

4. Satisfactory bills receivable. 

5. Bonds of mortgage companies. 

6. Merchandise, when located within the empire — up to yi 
of its market value. 

The Reichsbank is forbidden by the bank act to do a contango 
business, or to issue notes on the basis of lombard loans, as the 
above-mentioned loans on collateral are called. Consequently 
the bank finds it desirable to keep down lombard loans and to 
build up its discounts of commercial and bank paper upon 
which its circulation (above the J covered by cash) is based. 
This it does by charging i fo more for such loans than the 
ordinary discount rate, and by limiting the total amount of 

^Miscellaneous Articles on German Banking (Sen. doc, 508, 6ist Cong., 2d 
sess.), p. 91. 
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advances. The bank also requires that the loans granted a 
debtor be not disproportionate to his means, that he have a 
spotless reputation, and that all doubts be cleared up regarding 
his ownership of the pledge. Loans are made (in so far as 
possible) only to persons who are not likely to contemplate 
speculating. Loans are not granted to foreigners. In De- 
cember 1907, bills discounted amounted to over $356,001,955, 
while lombard loans were $86,702,816. 

According to the statistics for 19 10, 40.6 ^ of the amount 
of these lombard loans outstanding was made to banks and 
bankers. Thus, while the credit banks are not restricted by 
law, they find it to their interest not to invest too freely in 
loans which are not rediscountable at the Reichsbank ; inasmuch 
as this great central institution is depended upon to carry them 
through periods of crisis and tight money. 

About 10 ^ of the total funds of these banks is invested 
in lombard loans, and about 50 ^ on an average is given 
over to " debit accounts." The greater part of these " debit 
accounts " is made up of overdrafts secured by listed securi- 
ties, hypothecary obligations and sureties of third persons. 
The stipulated margin on the quotation of the day varies with 
the quality of the paper. In case of a decline of prices, the 
margin is maintained either by an increase of the deposit or a 
reduction of the credit balance. These secured debit accounts 
originate not merely through the extension of bank credit, — 
which, in turn, is secured by the deposit of securities and other 
valuable paper — but more often through speculative transactions 
connected with the issue and security brokerage business of the 
banks. The average margins on the market value ordinarily 
demanded are as follows : 

German securities bearing a fixed rate oi interest 10 % 

Foreign securities bearing a fixed rate of interest 20 

Domestic stock shares . 25-33^ 

Foreign stock shares 25-50 

As regards the balance, the client becomes the debtor of the 
bank, and these credits are booked in the balance sheet as debit 
accounts secured by valuable paper. 
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These loans merely take the place of former loans made to 
industrial enterprises on the strength of stock shares and bonds 
taken over by the banks. The banks subsequently sell them 
to the public by crediting them with part of the purchase price. 

The lombard loans on collateral include besides advances on 
merchandise and securities (usually for one month), the so- 
called reports. The total amount of the latter, however, is not 
large ; it has shrunk particularly since the passage of the stock- 
exchange law restricting trading in options. The essential 
feature of this class of business is that the bank buys specu- 
lative securities at the price quoted on the exchange on the 
date of purchase and sells them back to the client at the same 
price on the subsequent date of settlement. As the interest 
rate for "report" money as a rule is higher than on loans 
proper, this sort of business is very lucrative. It is also re- 
garded as one of the most solid credit transactions, since it 
is done exclusively with houses of undoubted standing, and in 
readily negotiable securities.. 

The rate of interest charged by the joint-stock banks is 
normally more or less below the Reichsbank rate. The rate 
on prime bills is usually the lowest, stock-exchange loans rang- 
ing a little higher and other loans and discounts following. 

From 1844 to 1909 the highest points reached by the dis- 
count rate of the Reichsbank and its predecessors have been as 
follows: 9 ^ in 1866, 8 ^ in 1870, 7 J fo in 1857, and from 
November, 1907, to January, 1908; while the minimum rate 
has not fallen at any time below 3 ^. 



